DISCLAIMER
This situation has resulted in the status quo for cancellation liability being tied to upfront funding and needless commitment of large budget authority for multiyear programs.
As a result, scarce procurement dollars are siphoned away from production use. And finally, congress should be afforded the opportunity to review and indicate their current desire as to requiring full funding of multiyear termination liability.
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CHAPTER II

BACKGROUND
Multiyear procurement was approved with the Authorization Act for fiscal year 1982. This authorization not only approved multiyear procurement but it also provided some specific funding requirements as well as funding exceptions.
Specifically, this authorization provided that full funding was not required each year to cover cancellation liability.
(1:22) The particular language is as follows:
In the event funds are not made available for the continuation of a contract made under this subsection into a subsequent fiscal year, the contract shall be cancelled or terminated, and the costs of cancellation or termination may be paid from --appropriations originally available for the performance of the contract concerned; appropriations currently available for the procurement of the type of property concerned, and not otherwise obligated; or funds appropriated for those payments. Cancellation ceiling means the maximum amount that the Government will pay the contractor which the contractor would have recovered as a part of the unit price, had the contract been completed. The amount which is actually paid to the contractor upon settlement for unrecovered costs (which can only be equal to or less than the ceiling) is referred to as the cancellation charge. A procedure that may apply to any government contract, including multiyear contracts. Unlike cancellation, which is commonly effected between fiscal years and must apply to all subsequent fiscal years' quantities of items, termination may be effected at any time during the life of a contract and may apply to the total quantity or to a partial quantity of items. Two points need to be mentioned with regard to this decision. First, funding that is budgeted for cancellation
liability is used throughout the life of a multiyear contract.
In fact, all liability funding is committed to the contract prior to exercising the last year option of the contract.
Therefore, funding for cancellation liability will eventually be used and is not freely available for reprogramming --as some would have the Air Force Board believe.
Second, continuing with the status quo of full funding cancellation liability is beginning to create credibility problems with congress. This is a result of not updating the DoD budget annually to the most current multiyear schedule and thus, the funding required. This area will be further discussed in the next chapter on analysis. program. The main concern within OSD's financial community has, been from a stability aspect. Their opinion is that full funding for cancellation liability is required in order to provide credibility and to prevent chaos with multiyear funding. Early in the multiyear planning no one agreed on exactly how much or the need to commit funding on multiyear programs. Therefore, in order to instill discipline into the financial planning for multiyear contracts the policy of full funding for cancellation liability was decided.
This 3ame logic is present with some of the congressional subcommittee staffers for defense programs. They feel more The phased funding approach differs from the other approaches since it employs two steps to establish fiscalyear funding levels. In one step, funding is applied each fiscal year to fund the full value of the production aircraft, as well as the termination liability of long lead time items. The resulting profile applies no funding to cover EOQ cancellation liability. At this point, funding levels for each fiscal year are examined to verify full coverage of contract termination liability in any given year. This check is necessary to ensure that the entire contract could be terminated in any year within the limits of available funding. In other words, the second step prevents the contract from violating the Anti-Deficiency Act (Title 31U.S.Code, Section 665).
This type approach has benefit for DoD when funding the annual budget, especially during periods of declination.
Again, the F-16 multiyear funding schedule will be used as an example. It is time for OSD) as well as congress to update multiyear funding methodology in l ght of defense budget reduction: a:id 7:1pport national defi-:It reciuction3.
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